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THE Hon. D.C. Assott, K.C., M.P., 

Minister of Finance, 

OTTAWA. 
DEAR SIR, 

In accordance with the provisions of the Foreign Exchange 
Control Act, I am hereby submitting a report of the opera- 
tions of the Exchange Fund Account for the year 1949. 
Annexed is a statement of the assets and liabilities of the 
Exchange Fund Account as of December 31, 1949, with 
comparative figures for December 31, 1948, and a statement 
of the revenue and expenditure of the Account in 1949 with 
comparative figures for 1948. 


Changes in Canada’s Exchange Reserves 

At the end of 1949 the Exchange Fund Account held 
$486.4 million in gold and $594-1 million in United States 
dollars, a total of $1,080-5 million. In addition, $36-6 million 
in United States dollars was held in other Government of 
Canada accounts!, making total official holdings of gold and 
United States dollars at the year end $1,117-1 million. The 
variations in holdings since the commencement of exchange 
control are shown below. 


Canada’s Holdings of Gold and U.S. Dollars 
(millions of U.S. dollars) 





Other 
Exchange Fund Government Total 
Account and of Canada _ __— Private? 
Bank of Canada Accounts Gold and 
“Gold ~——*U«S. dollars. U.S. dollars U.S. dollars U.S. dollars 

Deptmirsplgso es! os. 204-9 33-8 22-4 132 393-1 
Deews 11030 4)... 218-0 54-8 33-4 98 404-2 
Dec. 31, 1940..... 136-5 172-8 20-8 2 332:1 
WechoSia1yaie. bo: 135-9 28-2 23-5 — 187-6 
Pecs *S101042%.. 2: 154-9 88-0 75-6 to 318-5 
Den SLO 430... 224-4 348-8 76-4 es 649-6 
Dees al 1944... 293-9 506-2 102-1 — 902-2 
|e reese eee 353-9 922-0 232-1 — 1,508-0 
ecw > ey 08S. Le 536-0 686-3 22-6 “= 1,244-9 
Wea si1yoa7 i. A): 286:6 171-8 43-3 a 501-7 
Dears 1948 |. 401-3 574-5 22-0 rs 997-8 
TSC S Lae oo on 486-4 594-1 36:6! a 1,117-1 


1 Exclusive of $18-2 million in United States dollars borrowed by the Govern- 
ment of Canada in the United States private capital market in August, 1949, and set 
aside for the retirement on February 1, 1950, of a security issue guaranteed by it and 
payable at the holder’s option in United States dollars. 

2 Exclusive of working balances. 
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Factors Affecting Official Reserves 


The year 1949 witnessed a further modest improvement in 
Canada’s reserve position, official holdings of gold and United 
States dollars increasing by $119 million. In 1948 they had 
increased by $496 million; in 1947 they had fallen by $743 
million. The relative importance of the main factors giving 
rise to these changes in our exchange position is indicated 
below. 


Effect on Official Reserves of Major Items of Canada's Balance 
of Payments, 1947, 1948 and 1949 


(millions of Canadian dollars) 


Current account: 1947 1948 1949 
UniitedsStates(.:) Gee) 3. eee — 1,135 —- 393 — 594 
Sterling area cl. 733. ee + 874 +: 615 +.° 573 
Other/countiriesa:.), cee ee + 308 + 230 + £196 

+ 47 + 452 + 180 


Capital account: 
Loans to United Kingdom and 


other Governments!.......... — 570 — 142 — 120 
Subscription to International 

Nlonetany Hinde es ec — 74 oo a 
Government of Canada borrow- 

ing in the United States....... — + 150 — 
Other capital, including exchange 

adsUStMIEN ies. Meee kowe® — 146 + 36 + £59 
Change in official reserves (U.S.$) — 743 + 496 + 119 





1 Gross, exclusive of loan repayments which are included in “other capital’. 
2 Exclusive of funds borrowed to retire securities guaranteed by the Government of 
Canada and payable in United States dollars. 


The most important change in 1949 in the items affecting 
the official reserves was an increase of $201 million in our cur- 
rent account deficit with the United States. The increased 
deficit with the United States accounts for most of the decline 
from $452 million to $180 million in our over-all surplus on 
current account. The current account with the United States 
is discussed in some detail later in this report. 


_ The only other large change from 1948 in the items 
affecting the reserves was in connection with borrowing by the 
Government of Canada in the United States. In 1949 the 
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Government borrowed only sufficient to provide for the retire- 
ment of certain security issues guaranteed by it and payable 
in United States dollars. 


There was relatively little change in the aggregate value 
of either our exports to, or our imports from, the sterling 
area and “other countries’ in 1949. There was also little 
change in the rate of lending by the Government of Canada 
to overseas governments. On balance, Canada’s net earnings 
of convertible exchange from the supply of goods and services 
to countries other than the United States declined from $703 
million in 1948 to $654 million in 19491. The European Re- 
covery Program continued in 1949 to provide a most important 
supplement to the United States dollars available to the 
participating countries to pay for imports from the Western 
Hemisphere. Had it not been for this Program, Canada’s 
exports to, and receipts of convertible exchange from, the 
countries concerned would have been reduced below the 
levels noted. 


THE NEw INTERNATIONAL EXCHANGE RATE STRUCTURE 


On September 19, 1949, the Government of the United 
Kingdom reduced the value of the United Kingdom pound 
in terms of United States dollars by 30-5 per cent. At the 
same time, or almost immediately thereafter, all other curren- 
cies of the sterling area (except that of Pakistan?) and the 
currencies of Sweden, Norway, Denmark and the Netherlands 
were also devalued by approximately 30 per cent. The cur- 
rencies of a number of other countries were depreciated by 
lesser amounts, including that of France by about 22 per 
cent®, of West Germany by about 21 per cent, of Portugal by 
about 13 per cent, of Belgium by about 12 per cent, and of 
Italy by about 9 per cent®. Asa result a new and very different 
international exchange rate structure has emerged. 


The increase in the prices of Western Hemisphere goods 
in the overseas depreciating countries should tend in some 





1 These figures are derived from the table on page 2 and consist of our current 
account surplus with countries other than the United States less the gross amount of 
Canadian Government loans to these countries. The differences between these figures 
and net transfers of convertible exchange from overseas countries as shown in the table 
on page 12 are equal to the net of other capital transactions with these countries and 
errors and omissions. 

2 And, until the end of the year, that of British Honduras. 

3 These are percentage changes of quotations based wholly or in part on “‘free”’ 
markets, In the case of France the non-commercial rate was changed by 5-5 per cent. 
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degree to limit their demand for such goods, though the main 
effect in this connection will probably be to reduce somewhat 
the pressure on the direct controls—quotas, prohibitions, etc. 
—by which such imports are already restricted. The main 
purpose of the overseas exchange rate changes was undoub- 
tedly to stimulate exports to the Western Hemisphere. By 
reducing the foreign exchange value of their currencies the 
depreciating countries sought to improve the competitive 
position of their producers in relation to those of countries 
which either did not devalue at all or devalued to a lesser 
extent. Since the United States and Canada are in this latter 
group the depreciating countries hoped thereby to increase 
their sales on this continent and thus to reduce their depen- 
dence on United States and Canadian assistance. 


In the Board’s report of a year ago attention was drawn 
to certain trading practices being followed within the sterling 
area and Western Europe which were tending to establish a 
protected area within which trade took place at a higher 
level of prices than prevailed outside the area. The disad- 
vantage seen in this development was that it was impairing 
the capacity of the countries inside the area to export to 
dollar markets at a time when it was in the interest of all 
countries that exports to dollar markets be increased. The 
recent exchange rate changes serve to eliminate or reduce the 
discrepancies between prices in “‘soft currency’’ and “hard 
currency’ areas. They are a direct attack on the “dollar 
problem”’ through the price system. 


The elimination of price discrepancies between “‘soft 
currency’ and “hard currency’’ countries makes it possible 
for goods to flow from the former to the latter in increased 
volume. It does not, of course, automatically cause the goods 
to move. Time and effort are naturally required for new and 
enlarged channels of trade to be opened up. Moreover, if 
goods are to move from “soft currency’ to “hard currency”’ 
countries in increased volume, the goods themselves must be 
available to be moved in this direction——and this means that 
domestic demand in the overseas depreciating countries and 
demand from other deficit areas must be restrained. 


It is apparent therefore that to accomplish the desired 
result of achieving a greatly expanded flow of exports to the 
Western Hemisphere, the overseas exchange depreciations of 
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last September require to be buttressed by additional mea- 
sures. The responsibility for these additional measures lies 
both with the overseas countries and with the Western 
Hemisphere countries. So far as the former are concerned, 
the nature of the measures has been indicated in the preceding 
paragraph. Essentially they consist of curbing inflationary 
tendencies, whether such tendencies originate at home or in 
other deficit areas. If this is not done, then resources which 
might be profitably employed in producing for “hard cur- 
rency’ markets will receive greater rewards when employed 
in producing for the domestic or other ‘“‘soft currency”’ 
markets and the potential gains of devaluation will tend to 
evaporate into price increases. So far as the other “‘soft 
currency” areas are concerned, it may be hoped that to the 
extent that a cutting down of supplies from countries which 
are themselves in dollar deficit may be expected to have 
undesirable results, other means will be found of covering their 
essential import requirements. 


As regards the dollar countries, a main pre-occupation 
must be to ensure that such improvement in the competitive 
position as may be gained for sterling area and Western 
European producers by devaluation is not offset by protective 
arrangements of one kind or another. If devaluation is to 
achieve its purpose of helping to attain a better balance in 
world trade, there must be greater competition in the North 
American market from overseas suppliers. This will no doubt 
present problems, but it was recognized in the joint statement 
issued at the conclusion of the conversations among ministers 
of the governments of the United States, the United Kingdom 
and Canada which took place in Washington in September 
1949 that no satisfactory solution to the world trade problem 
can be found until sterling area and Western European pro- 
ducers have the minimum of difficulties placed in the way 
of their entering the North American market. 


The emergence of the new structure of overseas exchange 
rates is a development favorable to Canada. Since the like- 
lihood of our being able to continue to sell a reasonably large 
volume of goods to sterling area and Western European 
countries depends to a great extent on their ability to export 
more to this hemisphere, we must welcome a step which 
should enable them to increase these exports. Moreover, the 
improved competitive position of sterling area and Western 


5 


European producers as compared with United States pro- 
ducers will provide a price incentive for Canadian importers 
to shift from United States to overseas sources for their 
imports. To the extent that such a shift occurs our balance 
of trade with each of the areas will be improved. The absence 
of geographical balance in our trade lies at the root of most 
of our trade and foreign exchange problems. Our large sur- 
plus of exports to sterling area and Western Europe makes it 
difficult for us to maintain our export markets there, and our 
large surplus of imports from the United States constantly 
tends to make us short of United States dollars. By creating 
an international exchange rate structure favorable to a better 
balance between Canada and each of these areas the devalua- 
tions of 1949 should assist in our trade and payments 
problems. 


It may be noted that the favorable features from the 
Canadian point of view of the new overseas exchange rate 
structure are to a considerable extent independent of the 
Canadian exchange rate on the United States dollar. The chan- 
ge that has occurred in the competitive position of sterling area 
and Western European producers relative to United States 
producers is the result of the change in the prices of sterling 
area and Western European currencies in terms of the United 
States dollar. The relationship of these prices is not affected 
directly by a change in the Canadian exchange rate. A 
change in the Canadian exchange rate affects the competitive 
position of Canadian producers in relation to all foreign pro- 
ducers. It has no effect on the competitive position of one 
foreign producer as compared with another foreign producer. 
Because it affects the competitive position of Canadian pro- 
ducers relative to foreign producers the Canadian exchange 
rate affects directly the size of Canada’s total exports and 
Canada’s total imports. But because it does not affect the 
competitive position of one foreign producer relative to 
another it does not affect directly the source of our imports 
or the destination of our exports. 


As a consequence of the currency devaluations elsewhere 
the Government of Canada decided to reduce the value of 
the Canadian dollar in terms of United States dollars by 
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approximately 9-1 per cent effective September 20, 1949. 
In explaining this decision to the House of Commons the 
Minister of Finance referred to the fact that Canada’s ex- 
change reserves, though substantially higher than they had 
been at the end of 1947, had not been restored to a level 
adequate to our needs, and he stressed the need, in these 
circumstances, of pursuing policies which would help to pre- 
vent a deficit in our trading position. The impact of the other 
devaluations on the Canadian position was explained in these 
Lernis: 


The substantial devaluation of currencies throughout the 
sterling area, and in many other countries as well, cannot fail to 
have important implications for our balance of payments position. 
Many of our exports are bound to face increased price competition 
in both the non-dollar and dollar markets. At the same time the 
extensive exchange adjustments abroad will tend to result in an 
increase in the total value of our imports. While we stand ready 
to co-operate with the efforts of overseas countries to expand 
their sales to us we cannot receive more imports from all sources 
without going into deficit in our international accounts. 


The exchange rate changes of last September provide 
opportunities to both Canadians and foreigners for develop- 
ments of a character which, while increasing the dollar 
earnings of foreign countries, will at the same time reduce the 
present degree of geographical unbalance in Canadian trade 
and help to maintain our over-all position. It is therefore in 
the general interest that the greatest possible efforts should 
be made in Canada and abroad to take advantage of these 
new opportunities. 


CANADA’S BALANCE OF INTERNATIONAL PAYMENTS IN 1949 


The Current Account with All Countries 


The principal elements in Canada’s international receipts 
and payments on current account with the world as a whole 
and with the areas of main economic significance are shown 
in the table on page 8. A summary of Canada’s transactions 
on current account with all countries in 1948 and 1949 is pre- 
sented below. 
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Current Account Transactions with All Countries, 
1948 and 1949} 


(millions of Canadian dollars) 


Commodity Other 


Trade Current Total 
(adjusted) Transactions? 

194% Credits (exports)? 0.20... 75.2 3,030 ih] 4,147 
Webiten imports) 722). Yes. 2,598 1,097 3,695 

IN BtICCeG bce ea, Didi etek +432 + 20 +452 

DOa Ae Cdita VERDOLTS stk tute wet te 2,989 1,081 4,070 
Denis Gniporte) ser. fe. ee 2,696 1,194 3,890 
Nettcredif€. te Gaa tye giles +293 — 113 +180 

Change in net credit, 1948 to 1949..... —139 —133 —272 


: 1 Taken separately the figures for commodity trade (adjusted) and for other current 

transactions for 1948 and 1949 are not strictly comparable because of the change in 
the treatment for balance of payments purposes of Newfoundland’s external transactions 
following its union with Canada on April 1, 1949. The general effect of the new 
treatment is to show for 1949 larger commodity exports, larger commodity imports 
and smaller other current receipts (credits) than would otherwise have been recorded. 
These changes are partly offsetting and the balance on current account is consequently 
less affected. 


2 Including new gold production and in 1948 a payment (debit) of $19 million 
covering official relief shipments. 


In 1949 Canada had a surplus on current account of $180 
million. This was $272 million less than in 1948. The change 
is divided about evenly between commodity trade and other 
current transactions. Almost the whole of the change was in 
transactions with the United States and is discussed more 
fully in connection with the balance of payments with that 
country. 


The value of Canada’s commodity exports during 1949 
was a little lower than in 1948. Over the year as a whole, 
export prices were slightly higher than in 1948 and the volume 
of exports was some 5 per cent less than in 1948." 


The value of Canada’s commodity imports during 1949 
was up $98 million from 1948. Taking the year as a whole, 
‘import prices were slightly higher and there appears to have 
been, little change in the volume of imports.’ 


1 After allowance for the lack of strict comparability of 1948 and 1949 figures for 
commodity trade (adjusted) arising from the union of Canada and Newfoundland. 
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Since the average rise in export prices and in import 
prices was about the same there was no appreciable change 
in Canada’s commodity terms of trade in 1949 taken as a 
whole. Towards the end of the year, however, there appears 
to have been some deterioration in the terms of trade. 


The volume of exports of wheat, newsprint, some non- 
ferrous metals, and a few types of fully manufactured goods, 
notably farm equipment and railway rolling stock, increased 
substantially in 1949. On the other hand, exports of many 
other agricultural products, especially of meats, of most other 
forest products, and of manufactured goods generally were 
substantially reduced. As in 1948 the trend in 1949 was 
towards an increase in the relative importance of a few 
unprocessed or only partially processed staples in: total 
exports. 


There was an appreciable decline in imports of coal and 
petroleum’in 1949. Otherwise imports generally were higher, 
with the largest increases occurring in fruits and vegetables, 
motor vehicles and parts, and farm equipment. 


There was relatively little change in either the destina- 
tion of Canada’s commodity exports or the source of Canada’s 
commodity imports in 1949. 


Destination of Canadian Commodity Exports 


Other Other 
United United Sterling ERP Other 
States Kingdom Area Countries Countries 
nS Fo he! Dalla ah asia oe <i hy: 51% 10% Vwi 9% 
LOA ee ae 39 28 i 12 8 
1 OAS. RRS es 50 23 10 10 7 
EST: US AD. Pee na Be es Sp! 24 10 8 7 
Source of Canadian Commodity Imports 
Other Other 
United United Sterling ERP Other 
States Kingdom Area Countries Countries 
USERS es UU ey 61% 18% 11%, 6% 4% 
ts 7 Aa i 77 7 6 3 7 
Lee OE 1 Sana 69 11 7 3 10 
1040 ey ee a 70 11 7 3 9 


The Balance of Payments with the United States 


‘The table below summarizes the current account with the’ 
United States in 1948 and 1949. It reveals that the increased 
deficit in 1949 was spread widely over the individual items 
which constitute the current account. 
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Net Balance on Current Account Transactions with the 
United Staies, 1948 and 1949 


(millions of Canadian dollars) 











1948 1949 Change 
Commodity trade (adjusted)... —289 — 378 — 89 
Gold production available for 
BONO uk laity, vanes wees +119 +-139 + 20 
Tourist expenditures......... +154 +106 — 48 
Interest and dividends........ — 230 — 285 — 55 
Freight'and:shippings).. joe i — 82 — 73 + 9 
Inheritances and migrants’ 
PUMA S LEW ered «une Beech CAE eet — 19 — 19 coe 
All other current items....... — 46 — 84 — 38 
‘Total current-account, sve. — 393 — 594 —201 


The increase of $89 million in Canada’s deficit on com- 
modity trade with the United States was the result of a rise 
-of $13 million in exports and $102 million in imports. The 
value of exports to the United States in 1949 was the highest 
in history but the volume was down slightly from 1948. The 
main changes in the composition of our exports to the United 
States were increases in the relative importance of newsprint 
and non-ferrous metals and a reduction in the relative impor- 
tance of other forest products. During the year there have 
been some interesting cases of Canadian firms developing 
new lines, or considerably expanding old lines, of exports of 
manufactured goods to the American market. It is hoped 
that United States import policies, including revisions of 
customs procedures, may encourage further developments of 
this kind, for the winning of even a very small share of the 
United States market for manufactured goods would be of 
great benefit to the firms involved and to the Canadian balance 
of payments. So far, however, the trade figures do not reveal 
any considerable over-all growth in the volume of manu- 
factured goods sold to the United States. 


The volume of imports from the United States was up 
slightly in 1949 though it remained well below the 1947 level. 
There was a marked decline in the volume of fuel imports, 
the decline in oil being due to greater Canadian production 
and in coal to lower production in the United States. Other- 
wise import volumes tended to be higher. In general the 
increases in imports reflected the relaxations of the import 
restrictions imposed under the Emergency Exchange Con- 
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servation Act and the improvement in United States 
supplies of steel and its products. 

The decline in the surplus on tourist account was due 
entirely to an increase in Canadian travel expenditure in the 
United States. The greater part of this increase can be 
attributed to a relaxation of the provisions governing the 
importation into Canada of tourist purchases. During 1948 
goods which a returning Canadian could otherwise have 
brought with him into Canada under the $100 duty-free pro- 
vision of the Customs Tariff were refused entry under the 
Emergency Exchange Conservation Act if they appeared in 
Schedules I or II of that Act. Effective January 1, 1949, this 
restriction was removed. As reported in the trade figures 
Canadian tourists’ purchases abroad increased from practi- 
cally nothing in 1948 to about $30 million in 1949, 


The increase in the deficit with the United States on 
interest and dividends account was due principally to larger 
.transfers of profits by Canadian subsidiaries and branches of 
United States companies. Since the remittance of earnings 
by Canadian subsidiaries and branches is not authorized 
earlier than three months after the close of the fiscal period 
to which the payment relates the increased remittances in 
1949 reflect for the most part the increased earnings of 1948. 


The table on page 12 provides some detail of capital 
movements between Canada and the United States during 
1949. In August the Government of Canada sold in the United 
States $100 million of its own securities payable in United 
States dollars. Except for just under one-half million dollars 
the proceeds of this borrowing were used in October and 
November 1949 and February 1950 to retire security issues 
guaranteed by the Government and payable at the holder’s 
option in United States dollars. Because the borrowing was 
undertaken for this purpose the proceeds have not been 
included in the figures of Canada’s official gold and United 
States dollar reserves during the interval between their receipt 
and use.! Of the securities retired in 1949 about $8 million 
were owned by residents of Canada. As at the end of 1949, 
therefore, the Government’s refinancing operations had pro- 
duced a net addition to official liquid reserves of some $8-5 
million U.S. 


1 At the end of 1949 $18-2 million U.S. required to cover the February 1, 1950, 
retirement were thus excluded. This amount accordingly has been taken up as an 
increase in foreign assets (i.e., minus in sign) in ‘‘Other capital movements’”’ in the table 


on page 12. 
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The figure of $30 million for net retirement of Canadian 
securities shown in the capital account with the United States 
on page 12 includes the operations referred to in the preceding 
paragraph and net retirements totalling $57 million of other 
obligations of Canadian debtors. This latter outflow, of which 
somewhat less than one-half was in United States dollars, 
compares with $96 million in 1948 and $227 million in 1947. 


Fresh inflows from the United States of funds for direct 
investment are estimated at $88 million in 1949 compared 
with $71 million in 1948 and $48 million in 1947.1. Much of 
the 1949 inflow was connected with petroleum developments 
in Western Canada. As in previous years the bulk of this 
inflow took the form of Canadian dollars acquired in the 
unofficial market. In 1947, 1948 and 1949 a substantial part 
of the transactions in the unofficial market consisted of trans- 
fers of Canadian dollars from United States investors who 
reduced through sale or retirement their portfolio holdings of 
Canadian securities to other United States investors who, 
made direct investments in Canadian industry. 


Balance of Payments with the Sterling Area and other ERP 
Countries 


Canada’s current account transactions with the sterling 
area and other ERP countries for 1948 and 1949 may be 
summarized as follows? 


Current Account Transacitons with the Sterling Areaand other ERP Couniries 
(millions of Canadian dollars) 





1948 1949 Change 

Commodity exports (adjusted)......... net 2g2 1,247 — 45 
Commodity imports (adjusted)......... 554 566 + 12 
COmimocioyabalance.: au mylk aes e +738 +681 — 57 
Balance from other current transactions. +4104 + 84 — 20 
Curréentiaccountmalance aaa, +842 +765 — 77 


1 These figures do not include undistributed earnings or the proceeds of the sale of 
foreign investments repatriated for direct investment in Canada. 

2 The figures include all current account transactions with the United Kingdom 
and with the rest of the sterling area. They also include transactions with France, 
Belgium-Luxembourg, the Netherlands, Norway, Sweden, Denmark, Switzerland, 
Portugal, Austria, Italy, Trieste, Greece, Turkey and Western Germany, together 
with the dependent overseas territories of these countries. These latter, with the United 
Kingdom and its dependent overseas territories and the two sterling area countries 
Iceland and Ireland, make up the membership of the Organization for European 
Economic Co-operation and in this report are referred to as ERP countries. The 
figures thus include Canada’s current account transactions with ERP countries plus 
those with the other Commonwealth countries. 
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The above figures for merchandise trade are made up as 
follows: 
Commodity Exports Commodity Imports 
1948 1 


949 1948 1949 

(millions of Canadian dollars) 
Wich vce d Sie tegelerar ware een een 703 701 287 300 
Otherssteriing areal... 9. y. 293 300 192 187 
WinemeeRP countries, ..0) /o... 296 246 75 79 
£3292 1,247 554 566 


The value of both exports to and imports from the United 
Kingdom and other sterling area countries remained sub- 
stantially unchanged in 1949. There was also little change in 
the value of imports from other ERP countries but exports 
to them dropped appreciably, largely due to reduced sales of 
ships. 


Wheat exports to the sterling area and other ERP 
_ countries in 1949 increased by over 30 per cent in terms of 
volume and over 50 per cent in terms of value. This increase 
was offset in part by reduced exports of wheat flour, but the 
value of total exports of wheat and wheat flour to these 
countries rose by more than $100 million and constituted 
36 per cent of our total exports to them in 1949 compared 
with 27 per cent in 1948. Exports of cheese also rose but 
exports of a number of other foodstuffs, notably bacon and 
ham, beef and eggs, dropped substantially. Sales of forest 
products and non-ferrous metals were, on the whole, well 
maintained. Exports of railway equipment were greatly 
expanded and of farm machinery were maintained; exports 
of ships were much smaller than in 1948 and exports of other 
manufactured goods were also down. 


There was less change in the make-up of imports from 
sterling area and other ERP countries. Substantially increased 
imports of raw sugar from the British Colonies and of automo- 
biles from the United Kingdom were offset in part by reduced 
imports from overseas countries of a fairly wide variety of 
other items. 


In 1949, as in 1948, it was not primarily any inability 
of Canadian suppliers to compete in terms of price and 
quality which restricted our exports to the sterling area and 
other ERP countries. Nearly all the reductions resulted from 
the tightening of import restrictions imposed by these countries 


id 


to limit the use of their dollar resources to the purchase of 
goods considered to be essential and not available except for 
payment in dollars. Since one of the principal ways open to 
them of increasing their dollar resources and thus of enabling 
them to increase their purchases in Canada is to sell more 
here it is a matter for some disappointment that their sales 
in 1949 did not increase more than they did. In so far as 
this may have been due to the inability of exporters in these 
countries to meet price competition in the Canadian market 
the devaluations of last September should improve their 
position. But, as mentioned earlier in this report, these 
devaluations cannot by themselves be counted on to result 
in a substantial increase of sales by these countries in the 
Canadian market. 


It appears likely that some Canadian exporters will 
continue for some time to experience very real difficulties in 
maintaining or in recapturing their traditional overseas mar- 
kets, particularly markets for manufactured goods. In these 
circumstances the Foreign Exchange Control Board is anxious 
to ensure that exporters’ difficulties are not increased by 
Canadian exchange control requirements. Under the Foreign 
Exchange Control Act the Board is authorized to issue permits 
for exports on terms of payment other than those prescribed 
in the Act and Regulations. In its report for the year 1948 
attention was drawn to the Board’s readiness to consider 
sympathetically applications for permits to sell goods on terms 
other than those prescribed where the sale would otherwise 
be impossible.1 The main types of case which appear to 
warrant special consideration were listed; in brief they are 
cases where payment is to be deferred beyond the normal 
six-month period, where the exporter is prepared to accept 
and hold “blocked”’ foreign currencies, where a non-sterling- 
area importer offers sterling and the United Kingdom ex- 
change control authorities are prepared to authorize the 
transfer of the sterling to Canadian account, and where the 
exporter is prepared to accept payment in goods of equivalent 
value. 


Advances by the Government of Canada to the United 
Kingdom under the $1,250 million credit of 1946 amounted 
to $120 million in 1949. At the end of the year a balance of 





1 This applies to sales to any country, not only to sterling area and other ERP 
countries. 
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$115 million of the credit remained undrawn. Releases at the 
rate of $10 million a month have continued in 1950. 

During 1949 there was no other loans to foreign govern- 
ments by the Government of Canada. All the intergovern- 
mental credits established under the Export Credits Insurance 
Act were exhausted or had expired before the beginning of 
the year. Repayments of principal totalling $12-8 million 
on E.C.I.A. loans were received from all countries. 


In 1949 the United Kingdom made repayments totalling 
$5-2 million on the $700 million interest-free loan of 1942, 
compared with $64 million in 1948. Repayments on this loan 
are made with the proceeds from the sales and maturities of 
United Kingdom holdings of Canadian securities less amounts 
used to develop or expand United Kingdom-owned industrial 
enterprises in Canada and to pay for certain aircraft built in 
Canada for the United Kingdom. At the end of 1949 the 

amount of the loan outstanding was $298-9 million. 

Towards the end of 1949 there was an appreciable increase 
in the Canadian dollar balances held by sterling area govern- 
ments. This is the largest of the ‘‘other capital movements” 
between Canada and the sterling area recorded in the table 
on page 12. To the extent that these balances are abnormally 
high they will presumably be drawn down in coming months 
to pay for Canadian exports and their increase in 1949 may be 
regarded as payment in advance for goods to be supplied in 
the future. 


Transactions with Other Countries 


Current account transactions between Canada and all 
countries other than the United States, the sterling area and 
other ERP countries may be summarized as follows: 


Current Account Transactions with Other Countries, 
1948 and 1949 


(millions of Canadian dollars) 


1948 1949 Change 

Commodity exports (adjusted)......... 230 221 — 9 
Commodity imports (adjusted)........ 247 231 — 16 
Commodity Dalance o0. dene sai? — 17 — 10 + 7 
Balance from other current transactions + 20 + 19 — 1 
Current account balance.......... + 3 + 9 + 6 


The above figures reflect a decline in exports to Eastern 
Europe and to non-sterling-area countries in Asia and a 
decline in imports, especially of raw sugar, from Central and 
South America. 


CHANGES IN EXCHANGE CONTROL POLICIES AND METHODS 


The only significant changes during the year in the 
Foreign Exchange Control Regulations and administrative 
policies are referred to below. 


Newfoundland 


With the entry of Newfoundland into the Canadian 
Confederation on April 1, 1949, the provisions of the Foreign 
Exchange Control Act and Regulations were extended to that 
province. Exchange control had been instituted in Newfound- 
land in September 1939 at the same time as in Canada and 
the two controls operated throughout along parallel lines. 
The application of the Canadian Act and Regulations to 
Newfoundland was, therefore, accomplished without diffi- 
culty. Since April 1, the office and staff of the Newfoundland 
Foreign Exchange Control has continued to function in St. 
John’s as a branch office of the Canadian Board. 


Travel 


Commencing in March 1949, the Board was directed to 
approve permits for expenditures by Canadian travellers of 
any reasonable amounts in Canadian dollars for travel in 
France, Belgium, Luxembourg, the Netherlands and Norway. 
This was extended to travel expenditures in Sweden in July 
and to Italy in November.’ These countries are those parti- 
cipating in the European Recovery Program which, in addi- 
tion, had entered into special arrangements with Canada 
governing transactions in Canadian dollars. In August 
arrangements of a slightly different character were made with 
Switzerland under which Canadian travel expenditures in 
that country are dealt with in the same way. Travel expen- 
ditures in all of the countries referred to above were pre- 
viously made in United States dollars and were, therefore, 
limited by the annual travel ration of $150 U.S. As a result 
of these changes they are now authorized only in Canadian 
dollars but for any reasonable amounts. So far as Canadian 





1 And on March 1, 1950, to Denmark. 


om 
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travellers are concerned, these countries are now, therefore, 
in a similar position to countries in the sterling area. 


In November the Board was instructed to limit expendi- 
tures of Canadian residents for travel except for business, 
health or educational purposes in all other countries to $150 
U.S. per person ($100 in the case of children 11 and under), 
exclusive of transportation purchased in Canada, during the 
period from November 16, 1949 to November 15, 1950. This 
is the same as the travel allotment for the preceding twelve- 
month period. 


Special Arrangement Countries 


As indicated above, during the year Sweden and Italy 
were added to the list of countries designated by the Regula- 
tions as ‘“‘special arrangement’’ countries'. Consequently 
Canadian dollars as well as United States dollars are now 
acceptable in payment for exports to, and other transactions 
‘with, these countries. 


Security Transactions 


In May 1949, a change was made in the rules governing 
trading in Canadian securities enabling a non-resident to 
register with the Board any new outright purchases in Canada 
of Canadian bonds or debentures, thus making them eligible 
for subsequent sale in Canada by the non-resident. Prior to 
this change the facility was extended to non-resident pur- 
chases of Canadian stocks and shares but not of securities 
having a fixed term to maturity. The effect of the change is 
that ‘a non-resident making a new investment in Canada in 
any type of marketable Canadian securities can resell it at 
any subsequent time either in Canada or elsewhere. If it is 
sold in Canada, the proceeds may be transferred from Canada 
in Canadian dollars. 


FINANCIAL STATEMENTS 


Assets and Liabilities 

The assets of the Exchange Fund Account at the end of 
1949, as shown in the statement attached, were mainly gold, 
United States dollar balances and investments in United 
States Government securities. Sterling holdings consisted of 
working balances and no other foreign currencies were held 
in the Exchange Fund Account. 


1 Denmark was added to the list on March 1, 1950. 
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The principal liability of the Exchange Fund Account 
at the end of 1949 consisted of advances by the Minister of 
Finance from the Consolidated Revenue Fund. Net advances 
of $125 million were received during the year as additional 
Canadian funds were required to finance the increased hold- 
ings of gold and United States dollars. Other liabilities con- 
sisted mainly of the excess of revenue over expenditure for 
the year, which was transferred to the Consolidated Revenue 
Fund, and the surplus arising out of the revaluation of the 
Canadian dollar on September 20, 1949.1 


Revaluation of Assets 

The gold and foreign exchange held in the Exchange 
Fund Account are valued on the basis of the official buying 
rates for foreign exchange. The changes in Canadian ex- 
change rates on September 20, 1949, therefore necessitated 
writing up the gold and United States dollar holdings of the 
Account and writing down the sterling holdings. The details 
of this operation are shown in the following statement. 


Statement of Revaluation of Assets Consequent Upon Changes in 
Exchange Rates on September 20, 1949 


Increase in value of assets written up 
DLodedollarg.. cutee $33 ,314,610.41 
SOL a head fone erg anes 44,494,623.45 
neers b, | O09; 200, 00 
Less reduction in value of assets written down 
Sterling 3). heh: Pe ei Ae 2,549,110.05 


Balan Ceh al cds Melee Steck, ote ee Lee 9/5,200,123 01 
Against which was applied the balance in 
Revaluation Deficit Account arising out 


of change in exchange rates on July 5, 
L046 FOES 4G ea Bp ER eee: 28, 807,124.67 





Balance in Revaluation Surplus Account...... $46 , 452,999.14 


Revenue and Expenditure 


The excess of revenue over expenditure for the year 
amounted to $8.4 million compared with $8-6 million in 1948. 
Earnings from exchange turnover were $0-2 million lower. 





1 The rates established on that date for spot transactions were: 
U.S. dollars—buying—$1.10 Sterling—buying—$3 .07} 
selling —$1.104 selling —$3 .082 
the former rates having been: 
U.S. dollars—buying—$1.00 Sterling—buying—$4 .02 
selling —$1 .00} selling— $4.04 
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Earnings from foreign balances and investments were $2-8 
million higher because of larger average holdings in 1949 
than in 1948 and a moderate increase in the yield obtained on 
United States Government securities. 


Interest paid on advances from the Consolidated Revenue 
Fund was $2-8 million higher because of the larger average 
amount and an increase in the rate paid from 5/8 per cent to 
3/4 per cent as from March 1, 1949. Commissions paid to banks 
were $0-1 million higher due to an increase in their total 
purchases and sales of exchange. 


Gold Transactions 


The following statement summarizes the gold transactions 
in the Exchange Fund Account in 1949: 


(in millions of 





U.S. dollars) 
Purchases 

BromeManister:of Finance..¢ 4... ..sse.6 .ceeess $129-7 
Sales 

To Federal Reserve Bank of New York....$ 3-3 

To othertoreion Central Banks. .... 22.60. 41-3 

——— 44-6 

Net increase in gold holdings in 1949............... $ 85-1! 


The gold purchased from the Minister of Finance was 
derived from current gold production. All sales of gold were 
made on the basis of $35 U.S. per fine ounce. As indicated 
in previous reports, gold is carried on the books of the Ex- 
change Fund Account at this price minus the cost of ship- 
ment to New York and the handling charge which has to be 
paid when sales are made to the United States. It is sometimes 
possible to secure a net return slightly more favorable than 
the book value by obtaining lower express rates on specially 
large shipments and on sales to countries other than the 
United States, by reason of a saving in handling charges as 
compared with those applied by the United States. The 
revenue of $133,000 from gold transactions in 1949 resulted 
from these factors. 





1 This increase is expressed in terms of U.S. dollars and therefore differs from the 
increase in gold holdings indicated by the appended balance sheets for 1948 and 1949 
which are expressed in Canadian dollars. 
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Operating Expenses 


The administrative expenses of foreign exchange control, 
with the exception of commissions payable to the banks, are 
not reflected in the Exchange Fund Account since, in accor- 
dance with the Foreign Exchange Control Act, the Bank of 
Canada furnishes the necessary staff, premises, office supplies 
and equipment, and other expenses are met out of moneys 
appropriated by Parliament. 


The number of Bank of Canada staff engaged on duties 
for the Board was 466 on December 31, 1949, compared with 
472 at the beginning of the year. The overall cost of adminis- 
tration was $1,388,080 in 1949 compared with $1,334,930 in 
1948'. 


In conclusion I wish to record my appreciation of the 
efficiency and devotion to duty of members of the staff. 


Yours faithfully, 


G. F. TOWERS 
Chairman 


1 Cost of administration in 1949 was made up as follows: 
Expenditures by Bank of Canada for staff, premises, office 





’ supplies and equipment, and travelling expenses........ $1,175,194 
Expenditures out of Parliamentary appropriation 

Postagerand) express! v.24... S08 vas eee eae ae $ 4,816 
Telegrams and telephones................00.. 33,163 
miationery anc Orintingy | cs ey ied ee ee iy 46,201 
PUDUGHNIONMATICN IN. oa) 2 Bunks eRe vente 58,823 
PE nfotoerien tii Gears greed mialbat sig ahs trae coe 28,101 
Cost of -coinishipments) sid. sack. Bee. Se 35,441 
Miscellaneous )aishie sin tie tt os oleic cet Saute oe 6,337 

212,885 

$1,388,080 
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AUDITOR GENERAL’S REPORT 


I have examined the transactions in connection with the Exchange 
Fund Account for the year ended December 31, 1949, and have obtained 
all the information and explanations I have required. In my opinion 
the transactions have been in accordance with the provisions of the 
Foreign Exchange Control Act, and the above statement exhibits a 
true and correct view of the state of the Account as of December 31, 
1949. 


WATSON SELLAR, 


Auditor General 
Ottawa, Canada. 


MEMBERS OF FOREIGN EXCHANGE CONTROL BOARD 


Chairman: Governor of the Bank of Canada, G. F. Towers (or in his 
absence the Deputy Governor, J. E. COYNE). 


Chairman (Alternate): L. RAsMINsKy, Executive Assistant to the 
Governors of the Bank of Canada. 


Deputy Minister of Finance, W. C. CLARK. 


Alternate: J. J. DEutscu, Director, Economic Relations Division, 
Department of Finance. 


Under-Secretary of State for External Affairs, A. D. P. HEENEY. 


Alternate: A. F. W. PLumptre, Head of Economic Division, Depart- 
ment of External Affairs. 


Deputy Minister of Trade and Commerce, M. W. MACKENZIE. 
Director of Operations, Post Office Department, R. H. MACNABB. 
Alternate: A. LALONDE, Solicitor, Post Office Department. 


Deputy Minister of National Revenue, Customs and Excise, D. Sim. 


OFFICERS 


Chairman: G. F. Towers, Governor of the Bank of Canada (or in his 
absence the Deputy Governor, J. E. COYNE). 


Chairman (Alternate): L. RaAsminsky, Executive Assistant to the 
Governors of the Bank of Canada. 


Assistants to the Chairman: 


L. P. Saint-Amour, Assistant Deputy Governor of the Bank of 
Canada. 


D. G. Marble, Secretary, Bank of Canada. 
Advisors: 


Foreign Exchange: S. Turk, Chief of the Foreign Exchange Division, 
Bank of Canada. 


Securities: R. B. McKrssin, Securities Advisor, Bank of Canada. 


Statistics and Research: W. E. Scort, Chief of the Research Depart- 
ment, Bank of Canada. 


Secretary: R. H. TARR. 

Commercial Section—Distributors: A. O. GIBBONS. 
Commercial Section—Producers: G. ABRAMS. 
Enforcement Section: R. LANG. 

General Section: H. S. HOLLowAy. 

Insurance Section: H. G. JOHNSTON. 

Interest and Dividends Section: J. P. BARWICK. 
Securities Section: C. E. FAIRWEATHER. 


Statistics and Research Section: C. D. BLYTH. 
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